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Although the existing literature on China's stock market regulatory policies criti-
cized a lot, but regulations policies elevated to the level of financial constraints is rare, 
this paper will study china’s stock market bubble from the perspective of financial 
restraints policy perspective. study The purpose of the study are: First, the relationship 
between the policy of financial restraints and the china’s stock market bubble, the se-
cond is to study the damage caused by the foam on the interests of investors. 
The main content of the paper can be summarized as the following three aspects. 
First,the analytical framework of the financial restraints theory is extended to the 
stock market, there are two forms of financial restraint policy: Price financial con-
straints policies and the quantitative financial constraints policy, price-based financial 
restraint policy refers to the control over the interest rate, financial constraints policy 
mainly refers to the number of stocks in circulation control, or the control of the sup-
ply of shares. 
Secondly, The paper discussed the mechanisms how Financial constraints policy 
produce bubble, for the Price-based financial constraints policy, after discussing the 
impact of interest rates on the share price, an empirically analysis is conducted be-
tween interest rates and valuation to clarify the low interest rates is bound to become a 
bubble. For quantitative financial restraint policy, starting from the stock market sup-
ply and demand impact on stock prices, theoretical analyzing stock demand curve and 
empirical analyzing the effect of restricted shares lifted, results show that the sloping 
stock demand curve is established, which means that the control of the stock in the 
quantity supplied, will make the stock supply and demand imbalance, leading to price 
overestimated. 
Thirdly, the paper discussed the damage to the interests of investors under foam 
supporting by the policy of the financial restraints. In the processing of IPO and re-
stricted shares lifted, the obtained revenue will certainly higher than the intrinsic val-















fringed. The bursting of the bubble will be a direct impact on the interests of investors, 
this is obvious in share reform when Restricted Shares lifted, at the end of the paper， 
we will discuss whether the payoff in share reform protect investors from supply 
shocks. 
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